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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include  a 
listing  of  all  recommendations  together  with  a  notation  as  to  whether 
the  agency  concurs  or  does  not  concur  with  each  recommendation.   This 
listing  serves  as  a  means  of  summarizing  the  recommendations  contained 
in  the  report  and  the  audited  agency's  reply  thereto  and  also  as  a  ready 
reference  to  the  supporting  comments.   The  full  replies  of  the  Architec- 
ture and  Engineering  Division,  Department  of  Administration,  members  of 
the  Board  of  Examiners,  and  Montana  State  University  are  included  in  the 
back  of  this  report. 
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Request  that  all  future  building  project  appropriations 
become  effective  upon  passage. 

Agency  Reply;   Concur.   See  page  28. 

Begin  the  selection  process  for  architects  upon  passage 
and  signing  of  the  appropriation  bill. 

Agency  Reply;   Concur.   See  page  28. 

Require  the  architect  to  provide  separate  copies  of 
plans  for  each  reviewing  agency. 

Agency  Reply;   Do  not  concur.   See  page  28. 

The  Board  of  Examiners  delegate  to  the  director  of 
the  Department  of  Administration,  or  his  designee, 
the  authority  to  execute  construction  contracts 
once  the  contract  awards  have  been  approved  by 
the  board. 

Board  of  Examiners  Reply 

Governor;   Concur.   See  page  33. 

Attorney  General;   Does  not  concur.   See  page  34. 

Secretary  of  State;   Does  not  concur.   See  page  36. 

Legislation  be  proposed  to  amend  Section  82-3317,  R.C.M. 
1947,  to  allow  the  Department  of  Administration  to 
solicit  bids  for  construction  without  approval  from 
the  Board  of  Examiners. 

Agency  Reply;   Concur.   See  page  29. 

Board  of  Examiners  Reply 

Governor;   Concur.   See  page  33. 

Attorney  General:   Does  not  concur.   See  page  34. 

Secretary  of  State;   Does  not  concur.   See  page  36. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Incorporate  project  accounting  into  SBAS.  11 

Agency  Reply;   Concur.   See  page  29. 

Work  with  the  Management  Systems  Division  to  incorporate 
into  SBAS  subsidiary  cash  balance  ledgers  for  the 
Construction  Grant  and  Construction  Advance  accounts.  13 

Agency  Reply;  Concur.   See  page  29. 

Seek  compliance  with  Management  Memo  70-10,  which  provides 
that  agencies  maintain  positive  cash  balances  in  their 
cash  advance  accounts.  13 

Agency  Reply:  Concur.   See  page  30. 

Request  that  agencies  promptly  process  progress  billings 
for  federal  funds  and  deposit  the  funds  in  the  con- 
struction grant  account  as  soon  as  possible.  13 

Agency  Reply:   Partially  concur.   It  is  difficult  for 
the  Architecture  and  Engineering  Division  to  ensure 
agency  compliance.   See  page  30. 

Properly  accrue  all  expenditures  at  year-end  In  com- 
pliance with  the  Montana  Administrative  Manual.  14 

Agency  Reply;  Do  not  concur.   See  page  30. 

Work  with  the  Office  of  Budget  and  Program  Planning  in 
recording  building  program  appropriations  so  that 
reporting  errors  are  prevented.  15 

Agency  Reply:   Concur.   See  page  31. 

Ensure  that  construction  in  excess  of  $10,000  Is  approved 
by  the  Board  of  Examiners  in  compliance  with  Section 
82-3317,  R.C.M.  1947.  17 

Agency  Reply;   Concur.   See  page  31. 

Montana  State  University  comply  with  provisions  of  Section 
82-3317,  R.C.M.  1947,  in  arranging  for  construction 
projects.  19 

Agency  Reply;   Concur.   See  page  32. 

Montana  State  University  Reply;  Concur.   See  page  38. 
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SUMMARY  OF  RECOMMENDATIONS  (Continued) 

Page 

Periodically  compare  their  deposit  balance  records  to  the 
Treasurer's  notice  of  deposits  to  determine  the  mathe- 
matical accuracy  of  their  records.  20 

Agency  Reply;  Concur.   See  page  32. 

Obtain  a  notice  of  deposit  from  the  Treasurer  prior  to 

adjusting  the  balance  of  a  contractor's  retainage.  20 

Agency  Reply;   Concur.   See  page  32. 
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The  Legislative  Audit  Coromittee 
of  the  Montana  State  Legislature: 

We  have  examined  the  Statement  of  Appropriations  Compared  to 
Expenditures  of  the  Department  of  Administration,  Architecture  and 
Engineering  Division  building  program,  for  the  fiscal  year  ended  June  30, 
1976.   Our  examination  was  made  in  accordance  with  generally  accepted 
auditing  standards  and,  accordingly,  included  such  tests  of  the  accounting 
records  and  such  other  auditing  procedures  as  we  considered  necessary  in 
the  circumstances. 

As  discussed  in  Note  2  to  the  financial  statements,  this  statement 
was  prepared  to  illustrate  current  and  prior  year  construction  appropri- 
ations and  expenditures  and  does  not  include  a  Balance  Sheet,  a  State- 
ment of  Revenue,  or  a  Statement  of  Changes  in  Fund  Balance.   Accordingly, 
the  accompanying  statement  is  not  intended  to  present  financial  position 
and  results  of  operations  in  conformity  with  generally  accepted  accounting 
principles. 

As  described  on  page  9  of  the  accompanying  report,  the  statement 
does  not  report  $7,545,863  of  expenditures  made  prior  to  July  1972  and 
the  related  appropriation  authority.   The  understatement  of  prior  years' 
expenditures  by  fund  is: 


Federal  and  Private  Revenue  Fund 

Bond  Proceeds  and  Insurance  Clearance  Fund 

Revolving  Fund 


$    1,329 

6,550,620 

993,914 
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As  described  on  page  14  of  the  accompanying  report,  as  a  result  of 

an  accounting  error,  the  statement  overstates  total  appropriation  authority 

by  $7,566,928  at  June  30,  1976.   The  overstatement  of  appropriation 

authority  by  fund  is: 

Federal  and  Private  Revenue  Fund  $  116,500 

Bond  Proceeds  and  Insurance  Clearance  Fund  100,000 

Revolving  Fund  7,350,428 

As  described  on  page  13  of  the  accompanying  report  the  Architecture 

and  Engineering  Division  failed  to  accrue  construction  expenditures  at 

June  30,  1975  and  June  30,  1976,  in  accordance  with  generally  accepted 

accounting  principles.   As  a  result  of  not  accruing  these  amounts, 

expenditures  for  the  fiscal  year  ended  June  30,  1976  are  understated  by 

approximately  $450,000.   The  approximate  misstatement  of  current  year's 

expenditures  by  fund  is: 

Federal  and  Private  Revenue  Fund  $  300,000 

Bond  Proceeds  and  Insurance  Clearance  Fund        (115,000) 
Revolving  Fund  (635,000)  . 

In  our  opinion,  due  to  the  material  nature  of  the  items  mentioned 

in  the  preceding  paragraphs,  the  Statement  of  Appropriations  Compared  to 

Expenditures  does  not  present  fairly  the  appropriation  authority  and 

expenditures  of  the  building  program  of  the  Architecture  and  Engineering 

Division  as  of  June  30,  1976  on  the  basis  of  accounting  described  in 

Note  1  to  the  financial  statements. 

Respectfully  submitted. 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


March  31,  1977 
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COMMENTS 
GENERAL 

Chapter  271,  Session  Laws  of  1963,  created  the  Department  of  Adminis- 
tration and  established  the  Architecture  and  Engineering  Division  of  the 
department.   The  law,  Icnown  as  the  "Department  of  Administration  Act," 
assigned  to  the  department  and  the  division  duties  for  the  planning  and 
construction  of  state  buildings.   Prior  to  that  time  the  Board  of  Examiners 
was  primarily  responsible  for  building  construction. 

The  division  oversees  the  design,  bid-letting,  awarding  of  bids, 
and  construction  of  all  state  public  buildings  and  structures.   Their 
goal  is  to  promote  functional  and  aesthetically  planned  buildings  at  a 
reasonable  cost  to  the  state,  meeting  both  present  and  future  needs. 

The  division's  building  program  has  eleven  employees  and  during 
fiscal  year  1975-76  Incurred  administrative  expenditures  of  $174,724. 
This  report  results  from  our  review  of  construction  costs  only.   The 
division's  administrative  expenses  were  audited  as  a  part  of  our  examina- 
tion of  the  Department  of  Administration's  financial  statements  for 
fiscal  year  1975-76. 
APPROPRIATION  TO  CONSTRUCTION 

The  sequence  of  events  leading  from  a  legislative  appropriation  to 
actual  building  construction  is  lengthy  and  complex.   Many  steps  in  the 
process  are  prescribed  by  state  laws  and  regulations  which  are  designed 
to  protect  the  interests  of  the  state  and  the  public.   These  same  laws 
and  regulations,  however,  delay  the  bid  date  and  the  date  construction 
actually  begins.   Division  officials  advised  us  that  inflation  in  the 
construction  industry  averages  9  or  10  percent  a  year.   As  a  result,  each 
month  of  delay  can  cost  up  to  .83  percent  of  the  contract  price.   On  a 
$1  million  project,  delays  can  cost  $8,300  per  month. 
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We  have  Illustrated  the  sequence  leading  from  appropriation  to 
initial  construction  for  the  Montana  College  of  Mineral  Science  and 
Technology  library  in  the  following  narrative.   Different  projects  may 
have  a  different  time  frame,  and  it  is  doubtful  that  any  one  project  is 
typical;  however,  this  project  illustrates  most  steps  common  to  all 
projects. 

1973  The  Montana  College  of  Mineral  Science  and  Technology 

submitted  a  request  to  the  legislature  for  $1  million 
for  a  new  library.   This  was  not  approved;  however, 
a  $30,000  preplanning  appropriation  was  approved. 
1975  A  library  was  designed,  including  a  stage  and  auditor- 

ium, which  could  be  built  at  an  estimated  cost  of 
$1,960,500.   Funding  for  this  project  was  introduced 
in  a  separate  bill,  since  it  was  not  included  on  the 
Board  of  Regents'  list  of  priorities. 
April  21,  1975      House  Bill  712,  effective  July  1,  1975,  appropriated 

$1,420,000  for  a  new  library  with  no  auditorium  at 
Montana  College  of  Mineral  Science  and  Technology. 
July  1,  1975        The  appropriation  was  established,  and  funds  were 

available.   At  the  direction  of  the  Board  of  Regents 
the  Office  of  the  Commissioner  of  Higher  Education 
advertised  for  and  interviewed  architects. 
October  3,  1975     The  Office  of  the  Commissioner  of  Higher  Education 

submitted  the  names  of  three  architects  to  the 
Department  of  Administration. 
October  7,  1975     The  director  of  the  Department  of  Administration 

appointed  an  architect. 
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October  15,  1975 


October  23,  1975 


October  28,  1975 


November  A,  1975 

November  5,  1975 

December  5,  1975 

December  15,  1975 

December  30,  1975 

January  5,  1976 

January  9,  1976 

January  19,  1976 
January,  1976 

February  13,  1976 


The  Board  of  Examiners  approved  appointment  of  the 
architect. 

The  Department  of  Administration  sent  the  contracts 
to  the  architect  for  signature. 

The  Department  of  Administration  sent  signed  contracts 
for  appointment  of  the  architect  to  the  Board  of 
Examiners  for  their  approval. 

The  contract  was  approved  as  to  form  by  the  Office 
of  the  Attorney  General. 

Contract  for  appointment  of  the  architect  was  signed 
and  approved  by  the  Board  of  Examiners. 
The  architect  submitted  preliminary  drawings  to  the 
Architecture  and  Engineering  Division. 
The  State  Fire  Marshal  completed  his  review  of  the 
plans. 

The  Construction  Regulation  Bureau  completed  its 
review  of  the  plans. 

The  university  facilities  planner  completed  his 
review  of  the  plans. 

The  Department  of  Health  and  Environmental  Sciences 
completed  its  review  of  the  plans. 
The  college  completed  its  review  of  the  plans. 
Plans  were  reviewed  during  the  period  by  the  Architec- 
ture and  Engineering  Division. 

The  architect  submitted  final,  revised,  preliminary 
plans. 
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February  18,  1976 


February  20,  1976 


February  24,  1976 


February  27,  1976 

March  8,  1976 

March  9,  1976 

April  5,  1976 
June  2,  1976 
June  9,  1976 

June  9,  1976 

June  22,  1976 

July  14,  1976 


August  5,  1976 


Montana  College  of  Mineral  Science  and  Technology 

completed  its  review  of  the  revised  plans. 

The  university  facilities  planner  completed  his 

review  of  the  revised  plans. 

The  Montana  College  of  Mineral  Science  and  Technology 

Library  Committee  completed  its  review  of  the  revised 

plans. 

The  State  Fire  Marshal  completed  his  review  of  the 

revised  plans. 

The  Department  of  Health  and  Environmental  Sciences 

completed  its  review  of  the  revised  plans. 

The  Architecture  and  Engineering  Division  instructed 

the  architect  to  prepare  blueprints. 

Soil  probe  and  testing  results  were  reviewed. 

The  architect  submitted  plans  for  the  projects 

The  State  Fire  Marshal  completed  his  review  of  the 

blueprints. 

The  Construction  Regulation  Bureau  completed  its 

review  of  the  blueprints. 

The  Department  of  Health  and  Environmental  Sciences 

completed  its  review  of  blueprints. 

The  Architecture  and  Engineering  Division  notified 

the  architect  of  comments  and  changes  by  various 

agencies. 

The  Montana  College  of  Mineral  Science  and  Technology 

gave  final  acceptance  to  the  plans. 
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August  10,  1976     The  Architecture  and  Engineering  Division  requested 

the  Board  of  Examiners'  approval  for  advertising  and 

bid  opening  dates. 

August  8  to 

September  1,  1976   Advertisements  for  bids  were  placed  in  newspapers. 

September  15,  1976  Bids  were  opened. 

September  20,  1976  The  Board  of  Examiners  approved  the  award  of  the 

contract.   Contracts  were  sent  to  the  low  bidder. 
September  27,  1976  Contracts  were  signed  by  the  contractor. 
September  27,  1976  A  labor  and  materials  bond  was  submitted. 
October  1,  1976     A  preconstruction  meeting  was  held  between  the 

contractor  and  the  Architecture  and  Engineering 

Division. 
October  7,  1976     The  Architecture  and  Engineering  Division  received 

all  required  forms  and  contract  documents  from  the 

contractor. 

/, 

October  8,  1976     The  Department  of  Administration  submitted  contracts 

to  the  Board  of  Examiners  for  approval. 
October  18,  1976    The  Board  of  Examiners  approved  and  signed  the 

contracts. 
October  20,  1976    Notice  to  proceed  was  sent  to  the  contractor. 

Given  the  preceding  sequence  of  events,  it  is  apparent  that  the 
construction  process  is  a  lengthy  one.   In  this  instance  it  took  18 
months  from  appropriating  funds  to  beginning  actual  construction.   A 
review  of  a  second  set  of  preliminary  plans  was  required  for  this  project, 
accounting  for  the  time  from  February  13,  1976  through  March  9,  1976. 
Division  officials  explained  that  this  second  review  is  atypical  but  was 
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required  in  this  case  by  major  revisions  in  the  project.   Otherwise, 
this  time  frame  is  similar  to  other  large  projects,  and  it  excludes  any 
time  devoted  to  the  project  in  the  planning  stage  and  excludes  the  time 
required  to  actually  construct  the  project. 

During  our  review  we  noted  several  steps  in  the  process  which  could 
possibly  be  eliminated  or  changed  to  shorten  the  time  required  from 
appropriation  to  construction.   These  are  discussed  in  the  following 
paragraphs. 

Historically,  appropriations  for  building  projects  are  approved  and 
passed  by  the  legislature  toward  the  end  of  each  legislative  session, 
usually  in  April.   After  passage  of  the  appropriation,  nothing  has 
happened  until  July  1  and  the  beginning  of  the  new  fiscal  year.   This 
has  resulted  in  a  two  or  two  and  one-half  month  delay.   There  was  a 
consensus  among  Department  of  Administration  officials  that  no  funds 
could  be  expended  or  liabilities  incurred  until  the  beginning  of  the 
fiscal  year.   House  Bill  144,  passed  by  the  46th  Legislature,  was  different 
from  prior  appropriation  measures  in  that  it  was  effective  upon  passage. 
Therefore,  the  division  began  interviewing  architects  for  some  of  the 
projects  authorized  in  House  Bill  144  prior  to  July  1,  1977.   By  beginning 
the  interviewing  process  upon  approval  of  the  appropriation  measure,  it 
is  possible  to  save  two  months'  time. 

Sections  82-3317  and  82-3319,  R.C.M.  1947,  provide  that  the  Board 
of  Examiners  approve  the  award  of  contracts  and  the  appointment  of  an 
architect  for  all  projects  greater  than  $10,000.   Actually,  the  awards 
go  through  the  Board  of  Examiners  twice.   By  letter  the  board  notifies 
the  division  of  its  approval  of  the  architect's  appointment  or  contract 
award  and  instructs  the  division  to  prepare  the  contract  forms.   Board 
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members  sign  the  contract  at  their  next  meeting.   The  board  meets  only 
once  a  month,  and  no  progress  begins  until  the  contracts  are  signed. 
This  results  in  a  minimum  of  two  months'  delay  on  the  project,  one  month 
delay  from  notification  of  approval  of  architect  to  signing  the  architect's 
contracts,  and  one  month  delay  from  notification  of  contract  award 
approval  to  signing  the  construction  contracts.   If  all  the  contracts 
are  not  prepared  and  ready  for  signature  at  the  Board  of  Examiners' 
meeting,  another  month  delay  can  occur  because  contracts  wait  until  the 
next  meeting. 

It  appears  that  written  notification  of  approval  from  the  board 
satisfies  the  legal  requirements  of  Sections  82-3317  and  82-3319, 
R.C.M.  1947.   Based  upon  this  notification  the  Director  of  the  Department 
of  Administration  could  sign  the  contracts.   Requiring  only  the  director's 
signature  could  save  up  to  two  months  in  the  construction  process. 

Section  82-3317  also  requires  the  Department  of  Administration  to 
obtain  the  Board  of  Examiners'  approval  for  advertising  and  setting 
construction  contract  bid  opening  dates.   Board  involvement  in  this 
process  appears  to  be  unnecessary,  and  legislation  should  be  proposed  to 
eliminate  this  requirement. 

Under  the  present  system  the  preliminary  plans  and  revised  plans 
prepared  by  the  architect  are  subject  to  review  and  comment  by  various 
parties.   The  agency  receiving  the  project,  the  State  Fire  Marshal,  the 
Department  of  Health  and  Environmental  Sciences,  the  Construction  Regula- 
tion Bureau,  and  the  Architecture  and  Engineering  Division  review  the 
plans.   The  architect  submits  two  sets  of  plans  at  each  design  stage. 
Until  the  plans  are  finalized,  the  architect  prepares  them  by  hand; 
consequently,  he  is  reluctant  to  provide  numerous  sets  of  the  plans. 
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This  results  in  plans  being  sent  from  one  review  agency  to  another, 
causing  some  delay.   As  discussed  on  page  1,  inflation  can  increase 
construction  costs  $8,300  per  month  or  more  on  a  $1  million  project. 
Review  time  could  be  shortened  and  the  impact  of  inflation  reduced  if 
each  reviewing  agency  received  a  separate  set  of  plans. 

In  light  of  increased  construction  costs  the  requirement  to  appoint 
an  architect  when  construction  costs  exceed  $10,000  as  provided  by 
Section  82-3320,  R.C.M.  1947,  was  unrealistically  low.   House  Bill  488, 
passed  by  the  46th  Legislature,  raised  this  limit  to  $25,000.   This 
should  expedite  the  processing  of  smaller  projects. 

During  our  review  we  noted  that  bids  were  solicited  for  certain 
small  projects,  but  only  one  sealed  bid  was  received.   In  such  a  case 
the  bid  was  returned,  unopened  and  the  project  was  readvertised  for 
bids.   This  resulted  in  delays  of  several  months  on  such  projects. 
House  Bill  508,  passed  by  the  46th  Legislature,  allows  accepting  one  bid 
in  such  instances. 

RECOMMEmATIOl^ 

We  veoommend  that  the  Department  of  Administration: 

1.  Request  that  all  future  building  proQeat  appropriations 
become  effective  upon  passage. 

2.  Begin  the  selection  process  for  architects  upon  passage 
and  signing  of  the  appropriation  bill. 

3.  Require  the  ax'chitect  to  provide  separate  copies  of  plans 
for  each  reviewing  agency. 

We  recommend  that  the  Board  of  Examiners  delegate  to  the  director 
of  the  Department  of  Administration,   or  his  designee,    the 
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authority  to  execute  oonstruotion  contracts  once  the  contract 
aioards  have  been  approved  by  the  board. 
We  recommend  that  legislation  be  proposed  to  amend  Section  82-3317^ 
R.C.M.   1947,    to  allow  the  Department  of  Administration  to  solicit 
bids  for  construction  without  approval  from  the  Board  of  Examiners. 
SBAS  ACCOUNTING 

During  our  review  we  noted  several  weaknesses  in  the  division's 
uses  of  the  Statewide  Budgeting  and  Accounting  System  (SBAS) .   Prior 
year  expenditures  as  reported  on  SBAS  are  understated  by  $7,545,863  for 
building  construction  as  of  June  30,  1976.   Appropriation  authority 
reported  on  SBAS  is  understated  by  $7,545,863  as  of  July  1,  1975,  and  is 
understated  by  $7,402,714  as  of  June  30,  1976. 

The  understatement  of  prior  year  expenditures  by  fund  is: 

1.  Federal  and  Private  Revenue  Fund  -  $1,329 

2.  Bond  Proceeds  and  Insurance  Clearance  Fund  -  $6,550,620 

3.  Revolving  Fund  -  $993,914 

When  SBAS  was  implemented  in  July  1972,  only  the  unexpended  balances 
of  the  continuing  appropriations  for  building  projects  were  input  into 
SBAS.   Expenditures  prior  to  July  1972  against  the  appropriations  were 
not  included  in  SBAS  figures. 

We  noted  the  manual  records  maintained  by  the  Architecture  and 
Engineering  Division  accountant  record  the  pre-1972  expenditures  and 
related  appropriation  authority.   The  financial  report  issued  by  the 
Architecture  and  Engineering  Division  for  fiscal  year  ending  June  30, 
1976  was  adjusted  to  reflect  the  pre-1972  expenditures  and  appropriation 
authority.   Pre-1972  amounts  should  be  presented  since  these  projects 
are  still  open.   For  this  reason  total  appropriation  authority  and  prior 
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year  expenditures  reported  in  the  division's  financial  report  do  not 
agree  to  the  amounts  reported  on  SBAS. 

The  continuing  appropriations  for  the  building  program  are  unique 
because  of  the  time  required  to  complete  a  project  and  to  revert  the 
unused  appropriation  authority.   As  projects  are  completed  and  appropri- 
ations are  reverted,  the  understatement  of  authority  resulting  from 
appropriations  prior  to  1972  is  reduced.   This  is  the  reason  for  the 
change  between  the  July  1,  1975  and  June  30,  1976  figures.   This  problem 
will  be  eliminated  when  all  of  the  appropriations  established  prior  to 
July  1972  are  closed. 
Project  Accounting 

SBAS  does  not  account  for  construction  costs  on  a  project  basis. 
Instead,  projects  are  accounted  for  by  appropriation.   Accounting  for 
costs  by  appropriation  is  necessary  and  provides  information  to  determine 
that  expenditures  were  within  the  amounts  authorized  and  for  the  purposes 
intended  by  the  appropriation  act;  however,  additional  needed  information 
could  be  obtained  if  expenditures  were  also  accounted  for  on  a  project 
basis. 

Under  the  present  system  there  is  no  ready  means  to  determine  total 
project  costs  directly  from  SBAS.   In  some  instances  a  large  project  may 
be  funded  by  two  or  more  separate  appropriations.   The  new  prison  complex 
at  Deer  Lodge  is  an  example  of  such  a  project.   In  other  instances  one 
large  appropriation  may  fund  several  separate  projects.   The  Department 
of  Fish  and  Game's  appropriation  to  acquire  and  develop  fishing  access 
sites  funds  several  projects.   In  the  case  of  the  new  prison,  to  determine 
total  project  costs  it  is  necessary  to  research  the  appropriations  to 
determine  which  ones  fund  the  project  and  manually  accumulate  costs 
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charged  to  each  appropriation.   In  the  case  of  the  fishing  access  sites 
it  is  impossible  to  determine  total  project  costs  for  an  individual 
project  from  SBAS  records.   To  obtain  any  information  on  a  project  basis 
a  person  must  rely  on  the  hand  kept  records  maintained  by  the  accountant 
at  the  Architecture  and  Engineering  Division. 

We  understand  that  the  Architecture  and  Engineering  Division,  in 
cooperation  with  the  Management  Systems  Division  and  Accounting  Division 
has  started  a  pilot  program  to  incorporate  a  project  accounting  system 
into  SBAS.   May  1977  was  the  first  month  for  which  SBAS  reports  were 
prepared  by  project  on  an  experimental  basis. 

RECOMMENDATION 

We  reoormend  that  the  Deipca>tment  of  Administration  incorporate 
pros  eat  aoaounting  into  SBAS. 
Cash  Balances 

The  Montana  Administrative  Manual,  Management  Memo  70-10  explains 
the  operation  of  the  construction  advance  accounts  and  calls  for  the 
timely  filing  of  federal  construction  application  and  grant  requests. 
It  establishes  the  construction  grant  federal  and  private  revenue  account 
for  depositing  the  federal  share  of  a  project's  cost. 

Management  Memo  70-10  provides  certain  requirements  regarding  the 
construction  advance  accounts. 

1.  On  all  projects  the  agencies  are  to  provide  an  amount  considered 
adequate  to  cover  all  pre-contract  award  costs. 

2.  On  projects  wherein  less  than  180  calendar  days  have  been 
allowed  to  complete  the  project  the  agencies  are  to  provide  an 
amount  equal  to  the  contract  award  plus  amounts  necessary  to 
cover  change  orders  issued  during  the  course  of  the  contract. 
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3.   On  projects  wherein  180  calendar  days  or  more  have  been 

allowed  to  complete  the  project  the  agencies  are  to  provide  an 
amount  equal  to  20  percent  of  the  total  contract  award.   As 
bills  are  paid,  the  advance  account  will  be  replenished  as  the 
balance  approaches  an  amount  equal  to  5  percent  of  the  contract 
award . 
The  Statewide  Budgeting  and  Accounting  System  (SBAS)  does  not 
provide  subsidiary  records  t^o  account  for  the  individual  cash  balances 
in  the  two  construction  advance  accounts.   SBAS  accounts  for  the  total 
cash  balance  in  each  account,  but  there  is  no  information  on  each  indi- 
vidual agency's  appropriation  cash  balances.   The  Architecture  and 
Engineering  Division  accountant  maintains  this  information  manually. 
To  provide  for  proper  cash  management,  SBAS  should  provide  for 
accounting  for  the  individual  appropriation  cash  balances  within  the 
construction  advance  and  construction  grant  accounts.   SBAS  is  the 
primary  accounting  system  for  the  state,  and  this  information  should  be 
incorporated  in  the  system. 

We  reviewed  the  manual  cash  accounting  records  and  noted  several 
agencies  with  negative  cash  balances.   During  the  three  month  period 
from  August  through  October  1975,  the  Department  of  Fish  and  Game  had  an 
average  net  negative  cash  balance  of  $86,589  in  the  advance  account. 
The  largest  negative  balance  during  the  three  month  period  was  $153,976. 
During  this  same  period  the  University  of  Montana  and  Eastern  Montana 
College  also  had  net  negative  cash  balances  each  month  in  the  advance 
account.   Funds  to  pay  construction  costs  during  this  period  were  borrowed 
from  the  advance  account  cash  balances  of  other  agencies.   The  agencies 
with  negative  cash  balances  were  not  in  compliance  with  Management  Memo 
70-10. 
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The  division  accountant  informed  us  that  in  the  case  of  the  construc- 
tion grant  federal  and  private  revenue  account,  the  total  account  cash 
balance  may  be  negative.   In  order  to  pay  construction  costs  it  is 
sometimes  necessary  to  borrow  money  from  the  long  range  building  bond 
proceeds  and  insurance  clearance  account.   In  May  1977  there  was  an 
inter-entity  loan  balance  of  $150,000  from  the  long  range  building 
account  to  the  construction  grant  federal  and  private  revenue  account. 
The  delay  between  paying  construction  costs  and  receiving  federal  funds 
results  in  periodic  negative  balances.   When  money  is  borrowed  from  the 
long  range  building  account,  the  potential  interest  income  to  that 
account  is  lost. 

RECOMMENDATION 

We  reoormend  that  the  Avahiteotuve  and  Engineering  Division: 

1.  Work  with  the  Management  Systems  Division  to  incorporate 
into  SBAS  subsidiary  cash  balance  ledgers  for  the  Construc- 
tion Grant  and  Construction  Advance  accounts. 

2.  Seek  compliance  with  Management  Memo  70-lOj   which  provides 
that  agencies  maintain  positive  cash  balances  in  their 
cash  advance  accounts. 

3.  Request  that  agencies  promptly  process  progress  billings 
for  federal  funds  and  deposit  the  funds  in  the  construction 
grant  account  as  soon  as  possible. 

Failure  to  Accrue  Expenditures 

The  Montana  Administrative  Manual,  CTiapter  2-1400,  provides  that 
all  valid  obligations  against  an  appropriation  are  to  be  accrued  at 
year-end. 
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During  our  review  we  noted  that  the  Architecture  and  Engineering 
Division  failed  to  accrue  progress  payments  due  at  year-end.   The  division 
failed  to  accrue  approximately  $1  million  at  June  30,  1975,  and  $1,450,000 
at  June  30,  1976.   These  expenditures  are  recorded  in  the  wrong  year 
with  the  net  effect  that  expenditures  for  fiscal  year-end  June  30,  1976, 
are  understated  by  approximately  $450,000. 
RECOMMENDATION 

We  reoommend  that  the  Avohiteotuve  and  Engineering  Division 
properly  accrue  all  expenditures  at  year-end  in  compliance 
with  the  Montana  Administrative  Manual. 
Double  Reporting  of  Appropriations 

During  our  review  of  appropriations  we  noted  three  instances  where 
appropriation  authority  was  reported  twice  or  doubled  up  on  SBAS  records. 
We  determined  that  total  appropriation  authority  as  reported  by  SBAS  was 
overstated  by  $7,566,928  at  June  30,  1976  due  to  these  errors.   The  - 
overstatement  of  appropriation  authority  by  fund  is: 

Federal  and  Private  Revenue  Fund  $  116,500 

Bond  Proceeds  and  Insurance  Clearance  Fund      100,000 
Revolving  Fund  7,350,428 

The  large  amount  is  due  primarily  to  double  reporting  of  authority  for 
the  new  highway  building  in  the  revolving  fund  and  the  bond  proceeds  and 
insurance  clearance  fund.   We  also  found  that  current  year  expenditures 
for  one  of  these  appropriations  was  reported  twice.   Therefore,  current 
year  expenditures  were  overstated  by  $51,000  in  the  Federal  and  Private 
Revenue  Fund. 

The  division  accountant  explained  that  division  employees  were 
aware  of  these  errors,  which  were  the  result  of  miscoding.   When  the 
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appropriations  were  established,  they  were  recorded  under  the  wrong 
accounting  entity  by  the  Office  of  Budget  and  Program  Planning.   The 
division  was  not  authorized  to  pay  construction  costs  under  those 
entities.   Therefore,  the  authority  was  set  up  in  another  appropriation. 
The  double  authority  reported  for  the  highway  building  was  corrected  in 
September  1976. 

RECOMMENDATION 

We  recommend  that  the  Avohiteotwce  and  Engineering  Division  work 
with  the  Office  of  Budget  and  Program  Planning  in  recording 
building  ■program  appropriations  so  that  reporting  errors  are 
prevented. 
APPROVAL  OF  CONTRACTS  -  COMPLIANCE  WITH  APPLICABLE  LAWS 

Section  82-3317,  R.C.M.  1947,  provides  for  the  supervision  of 
construction  of  buildings  by  the  Architecture  and  Engineering  Division. 
This  section  recognizes  three  classes  of  buildings  based  on  construction 
costs  and  establishes  separate  requirements  for  each  class.   The  three 
classes  are:   (1)  buildings  costing  more  than  $10,000;  (2)  buildings 
costing  less  than  $10,000  but  more  than  $3,000;  and  (3)  buildings  costing 
less  than  $3,000.   For  buildings  costing  more  than  $10,000  Section  82- 
3317,  R.C.M.  1947,  states  in  part:   "...  the  department  of  administration 
shall:  .  .  .  under  the  supervision  and  with  the  approval  of  the  board  of 
examiners,  solicit,  accept  and  reject  bids  and  award  all  contracts  to 
the  lowest  qualified  bidder."   (Emphasis  added.)   For  buildings  under 
$10,000  but  more  than  $3,000  the  section  requires  that  the  Department  of 
Administration  (Architecture  and  Engineering  Division)  concur  in  construc- 
tion, provided  informal  bids  are  obtained.   For  this  class  building 
(under  $10,000  over  $3,000)  no  approval  is  needed  from  the  Board  of 
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Examiners.   The  section  excludes  buildings  under  $3,000  from  the  provisions 
of  law  relating  to  advertising,  bidding,  or  supervision. 

We  noted  instances  where  projects  were  not  in  compliance  with  the 
provisions  of  Section  82-3317.   As  discussed  in  the  following  report 
sections,  these  projects  required  contract  award  approval  by  the  Board 
of  Examiners,  but  no  such  approval  was  obtained. 
Construction  Approved  Through  Purchase  Order 

We  found  three  Instances  where  projects  over  $10,000  were  not 
approved  by  the  Board  of  Examiners.   Total  costs  of  the  three  projects 
were  $44,371.   In  all  three  instances  the  projects  were  processed  by 
means  of  a  purchase  order  issued  by  the  Purchasing  Division,  Department 
of  Administration.   The  projects  were  not  bid  through  the  Architecture 
and  Engineering  Division  nor  approved  by  the  Board  of  Examiners. 

The  Department  of  Military  Affairs  had  a  project  to  install  security 
systems  at  eight  National  Guard  armories.   Total  construction  costs«  for 
the  eight  armories  was  $13,511.   Seventy-five  percent  of  the  project  was 
to  be  paid  by  federal  funds  and  25  percent  by  state  funds.   The  state 
portion  was  under  $3,000;  therefore,  the  Purchasing  Division  believed 
that  under  provisions  of  Section  82-3317,  R.C.M.  1947,  the  building  cost 
class  would  be  excluded  from  provisions  of  law  relating  to  advertising, 
bidding,  or  supervision.   However,  Section  82-3317  does  not  mention 
building  costs  by  funding  source.   Total  building  costs  were  over  $10,000; 
therefore,  the  Board  of  Examiners  should  have  approved  contract  awards 
as  prescribed  by  Section  82-3317. 

In  the  other  two  instances  the  projects  were  for  repair  and  mainten- 
ance projects.   A  purchase  order  was  issued  for  $15,245  to  reroof  the 
north  and  south  wings  of  the  Mitchell  Building.   The  other  instance  was 
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a  purchase  order  for  $15,615  to  repair  the  water  tower  at  Boulder  River 
School  and  Hospital.   Employees  at  the  Purchasing  Division  explained 
that  projects  for  repair  and  maintenance  are  not  handled  by  the  Architec- 
ture and  Engineering  Division  due  to  an  oral  understanding  with  the 
Architecture  and  Engineering  Division. 

Section  82-3314,  R.C.M.  1947,  provides  in  part:   "In  sections  82- 
3315  to  82-3321,  with  the  exception  of  82-3317(2),  (3)  'Construction' 
includes  construction,  repair,  alteration,  and  equipping  and  furnishing 
during  construction,  repair,  or  alteration."  Therefore,  repair  and 
maintenance  projects  exceeding  $10,000  under  provisions  of  Section  82- 
3317(1) (c)  are  required  to  be  processed  pursuant  to  a  contract  approved 
by  the  Board  of  Examiners. 

While  the  division  was  not  in  technical  compliance  with  Section  82- 
3317,  R.C.M.  1947,  the  above-described  projects  required  immediate 
attention.  Under  the  circumstances  a  purchase  order  was  the  most  expe- 
ditious method  for  accomplishing  necessary  work. 

Division  officials  stated  that  raising  the  limit  for  projects 
requiring  Board  of  Examiners'  approval  to  $25,000  would  provide  more 
flexibility  in  obtaining  services  for  the  least  possible  cost  and  would 
reduce  the  problems  encountered  in  emergency  projects.   To  provide  this 
flexibility  the  division  could  seek  legislation  to  raise  the  limit  to 
$25,000.   Such  legislation  would  be  consistent  with  the  apparent  intent 
of  House  Bill  488  discussed  on  page  8  of  this  report. 

RECOMMENDATION 

We  Teoonmend  that  the  Department  of  Administration  ensure  that 
construction  in  excess  of  $10,000  is  approved  by  the  Board  of 
Examiners  in  compliance  with  Section  82-SS17,  R.C.M.    1947. 
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MSU  PROJECTS  UNDER  $10,000 

In  reviewing  the  project  log  maintained  by  the  Architecture  and 
Engineering  Division  we  noted  that  Montana  State  University  at  Bozeraan 
had  a  large  number  of  room  remodeling  construction  projects  under  $10,000 
in  recent  years.   We  noted  that  these  separate  remodeling  projects  are 
often  let  at  approximately  the  same  time  and  that  the  projects  are  of  a 
similar  nature  and  are  located  in  the  same  building.   In  several  instances 
they  are  rooms  on  the  same  floor  or  adjoining  rooms.   Each  separate  room 
remodeling  project  is  under  $10,000  and  therefore,  under  Section  82- 
3317,  R.C.M.  1947,  is  not  subject  to  approval  by  the  Board  of  Examiners. 
In  this  manner  it  is  conceivable  to  remodel  an  entire  building  one  room 
at  a  time. 

When  we  questioned  MSU  officials  about  these  projects,  they  explained 
that  they  were  designed  to  cost  less  than  $10,000  and  thereby  be  subject 
to  more  local  control  and  fewer  requirements  for  projects  over  $10*, 000. 
They  believed  that  the  present  system,  as  discussed  on  page  2,  is  too 
time  consuming  and  cumbersome  for  small  projects.   Due  to  changing 
enrollment  and  needs,  MSU  must  be  able  to  promptly  react  and  complete  a 
project  in  order  to  effectively  serve  the  students.   They  believed  the 
$10,000  figure  is  unrealistically  low  and  the  limit  requiring  Board  of 
Examiners'  approval  should  be  raised. 

Montana  State  University  officials  should  seek  legislation  to  raise 
the  limit  if  they  believe  the  $10,000  figure  is  too  low.   Raising  the 
limit  would  be  consistent  with  the  apparent  intent  of  House  Bill  488 
discussed  on  page  8  of  this  report. 
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RECOMMENDATION 

We  reaormend  that  Montana  State  University  comply  with  provisions 
of  Section  82-2317^   R.C.M.   1947,   in  arranging  for  construction 
projects. 
CONTRACTOR  DEPOSITS 

Sections  82-4101  through  82-4104,  R.C.M.  1947,  provide  for  contrac- 
tors to  withdraw  funds  retained  by  the  state,  pursuant  to  the  terms  of 
their  contract,  upon  depositing  certain  obligations  with  the  State 
Treasurer.   The  Treasurer  is  given  custodial  responsibility  for  the 
deposits,  but  it  is  the  responsibility  of  the  contracting  agency  to 
determine  total  deposit  requirements. 

On  a  sample  basis  we  compared  deposit  records  at  the  Architecture 
and  Engineering  Division  to  actual  securities  on  deposit  with  the 
Treasurer.  We  noted  two  instances  where  securities  on  deposit  at  the 
Treasurer's  office  were  less  than  those  shown  on  the  records  of  the 
division. 

In  one  instance,  the  amount  on  deposit  was  less  than  the  required 
retainage  provided  by  the  construction  contract.   This  was  the  result  of 
a  security  apparently  being  lost  in  the  mail.   The  division  was  notified 
by  the  contractor  that  the  deposit  was  sent  to  the  Treasurer's  office. 
Based  on  this  information  the  division  computed  the  contractor's  deposit 
balance.   The  other  difference  noted  was  due  to  a  mathematical  error  by 
the  division. 

Both  instances  noted  in  our  review  could  have  been  detected  if  the 
division  had  periodically  compared  the  deposit  balances  with  the  notice 
of  deposit  prepared  by  the  Treasurer's  office  and  sent  to  the  division. 
It  is  the  division's  responsibility  to  determine  that  the  deposit  balance 
is  proper. 
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RECOMMENDATION 

Vie  vecammend  that  the  Avohiteotwce  and  Engineering  Division: 

1.  Periodically  compare  their  deposit  balance  records  to  the 
Treasurer 's  notice  of  deposits  to  determine  the  mathe- 
matical accuracy  of  their  records. 

2.  Obtain  a  notice  of  deposit  from  the  Treasurer  prior  to 
adjusting  the  balance  of  a  contractor's  retainage. 

FINAL  COMMENTS 

We  have  discussed  this  report  with  the  director  of  the  Department 
of  Administration,  the  administrator  of  the  Architecture  and  Engineering 
Division  and  his  staff,  the  executive  secretary  of  the  Board  of  Examiners, 
and  officials  of  Montana  State  University  at  Bozeman.   The  full  text  of 
their  responses  begins  on  page  27. 

We  wish  to  express  our  appreciation  to  these  officials  and  their 
respective  staffs  for  their  cooperation  and  assistance  during  the  audit. 
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FINANCIAL   STATEMENT 
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Department  of  Administration 
ARCHITECTURE  AND  ENGINEERING  DIVISION 
Building  Program 
Notes  to  Financial  Statement 
Fiscal  Year  Ended  June  30,  1976 
1.    Summary  of  Significant  Accounting  Policies 

The  preceding  financial  statement  was  prepared  from  the  Statewide 
Budgeting  and  Accounting  System.   As  discussed  on  page  9  of  this  report, 
when  the  Statewide  Budgeting  and  Accounting  System  was  adopted,  only  the 
unexpended  balance  of  appropriation  authority  at  that  time  was  recorded. 
Therefore,  expenditures  and  authority  used  prior  to  July  1972  are  not 
included  in  the  preceding  financial  statement. 

At  June  30,  1976,  17  appropriations  established  prior  to  July  1, 
1972  and  the  associated  expenditures  of  $7,545,863  were  not  included  in 
the  statement.   As  projects  are  completed,  remaining  appropriation 
authority  is  reverted.   The  prior  year  expenditures  associated  with 
reverted  appropriation  authority  are  removed  from  the  records.   As  these 
17  projects  are  completed  and  the  balances  removed,  the  statements  will 
reflect  actual  amounts  for  prior  year  appropriations  and  expenditures. 

Appropriations  for  capital  construction  projects  are  processed  in 
two  methods.   In  the  first  method  the  appropriation  authority  is  assigned 
directly  to  the  Architecture  and  Engineering  Division.   In  the  second 
method  the  appropriation  authority  is  assigned  to  the  agency  which  will 
utilize  the  building  when  it  is  completed.   This  results  in  two  methods 
to  account  for  construction  costs,  depending  upon  the  manner  in  which 
the  appropriation  was  assigned. 
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\nien   the  appropriation  authority  is  assigned  directly  to  the  division, 
expenses  against  the  appropriation  are  recorded  on  the  division's  records 
as  construction  in  progress. 

When  the  appropriation  authority  is  assigned  to  the  agency  which 
will  utilize  the  building,  an  administrative  appropriation  is  established 
and  authority  is  transferred  to  the  Architecture  and  Engineering  Division 
as  a  construction  advance.   As  expenditures  are  charged  against  the 
appropriation,  the  division  records  them  as  withdrawals  in  an  accounta- 
bility for  advance  account.   At  year-end  the  agency  records  are  adjusted 
to  reflect  expenditures  for  the  year  as  construction  in  progress.   The 
revolving  fund  is  the  only  fund  used  in  this  manner. 

When  a  project  is  completed  any  remaining  appropriation  authority 
is  reverted,  and  expenditures  comprising  construction  in  progress  are 
closed.   Because  the  Statewide  Budgeting  and  Accounting  System  (SBAS) 
does  not  currently  maintain  fixed  asset  accounting  records,  construction 
costs  are  not  recorded  on  SBAS  after  project  completion. 

The  accompanying  financial  statement  reports  activity  in  the  various 
funds  for  the  Architecture  and  Engineering  Division  Building  Program 
only.   Total  activity  reported  by  fund  on  the  division's  financial 
statement  does  not  correspond  to  total  construction,  repairs  and  mainten- 
ance and  land  acquisition  activity  reported  on  a  statewide  basis.   The 
reason  for  the  difference  between  division  fund  totals  and  the  statewide 
fund  totals  is  that  not  all  land  acquisitions  or  repair  and  maintenance 
projects  are  processed  by  the  Architecture  and  Engineering  Division. 
The  Department  of  Fish  and  Game,  for  example,  acquires  some  land  directly. 
Some  repair  and  maintenance  projects  are  processed  directly  by  agencies 
under  their  operational  budgets.   Activity  of  this  nature  is  not  part  of 
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the  building  program  of  the  division  and  therefore  is  not  reflected  in 
the  accompanying  financial  statement. 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of  accounting. 
Modified  accrual  is  defined  as  "that  method  of  accounting  in  which 
expenditures  are  recorded  on  the  basis  of  valid  obligations  and  revenues 
are  recorded  when  received  in  cash.   At  the  end  of  a  fiscal  year  all 
valid  obligations  against  an  appropriation  are  to  be  accrued  as  expendi- 
tures as  provided  by  the  law."   (Montana  Administrative  Manual  2-0240.40) 
As  discussed  on  page  13  of  this  report,  the  Architecture  and  Engineering 
Division  does  not  accrue  year-end  construction  expenditures.    Consequently, 
expenditures  for  the  fiscal  year  ended  June  30,  1976  are  understated  by 
approximately  $450,000. 
2.    Special  Financial  Report 

The  accompanying  financial  statement  does  not  include  a  balance 
sheet  or  statement  of  changes  in  fund  balance;  consequently,  it  is  not 
in  accordance  with  generally  accepted  accounting  principles  applicable 
to  governmental  units.   The  statement  was  prepared  solely  to  illustrate 
construction  appropriations  and  expenditures  made  by  the  Architecture 
and  Engineering  Division  of  the  Department  of  Administration.   Complete 
financial  statements  for  the  department  are  included  in  a  separate 
report.  Department  of  Admini s t r a t i on ,  Report  on  Examination  of  Financial 
Statements,  Fiscal  Year  Ended  June  30.  1976. 

amii 
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AGENCY  REPLIES 


8Ti%.TK  OF"  ^lONTANi*. 

I>Ei»AirrMEKrT  of*  A.n^wTXTsrsts.ATi.o^ 

CONSTRUCTION   &   MAINTENANCE   DIVISION 

1300  SIXTH  AVENUE.   HELENA.   MONTANA  39001 
TELEPHONE    (406)    449-3104 


THOMAS   L.    JUDGE 
GOVERNOR 


August  24,  1977 


Mr.  Morris  Brusett 
Legislative  Auditor 
Capitol  Building 
Helena,  Montana    i 


^±   1-// 


iVib'jii.  </\  L^ci-^,".il.  !i  ..-„.iji? 


Dear  Mr.  Brusett: 


Re:   Legislative  Audit  Report 


As  requested  in  your  letter  of  August  15,  1977,  enclosed  are  the 
responses  of  the  Architecture  and  Engineering  Division  to  your  audit  recom- 
mendations . 

We  are  available  to  discuss  the  report  in  detail  with  you  and  the 
Legislative  Audit  Committee  at  your  convience. 

Sincerely, 


PHH : gs 
Enclosures 


^J(Ul  Q   (U^'^yUA 


JACK   C.  CROSSER,  Director 
'Department  of  Administration 


y 


-^,      4tcvu.ct 


PHILIP  H.  HAUCK,  AIA,  Administrator 
Architecture  &  Engineering  Division 


1^2 
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ARCHITECTURE    &    ENGINEERING    DIVISION 
AUDIT    RESPONSES 

Appropriation  to  Construction 

RECOMMENDATION 

All   future  building  project  appropriations  become  effective   upon  passage. 

RESPONSE 

The  Architecture  and  Engineering  Division  (A/E  Division)  has  reconmended 
this  in  the  past  and  concurs  in  this  recommendation. 

RECOMMENDATION 

Begin  the  A/E  selection  process  upon  passage  and  signing  of  the  appropriation 
bill. 

RESPONSE 

The  A/E  Division  concurs  in  this  recommendation  and  has  augmented  this 
procedure  with  House  Bill  144. 

RECOMMENDATION 

Require  the  architect  to  provide  separate  copies  of  plans  and  specifications  for 
each  reviewing  agency. 

RESPONSE 

Presently,  this  office  requires  two  or  three  sets  of  plans  and  specifications 
for  both  the  preliminary  and  final  reviews,  depending  on  the  size  of  the 
project.   This  recommendation  would  require  between  5  to  7  sets  for  each 
of  the  two  reviews.   It  is  felt  that  the  A/E  Division  would  be  inundated 
in  paper  without  appreciable  results  in  reducing  review  time.   Also,  it  is 
anticipated  that  the  contract  architects  would  resist  producing  so  many  hand- 
made review  copies. 

RECOMMENDATION 

The  Board  of  Examiners  delegate  to  the  Director,  Department  of  Administration, 
the  authority  to  execute  construction  contract  after  awards  have  been  approved 
by  the  Board. 

RESPONSE 

This  will  be  proposed  to  the  Board  of  Examiners  for  their  consideration. 

RECOMMENDATION 

Legislation  be  proposed  to  allow  the  Department  of  Administration  to  solicit  bids 
for  construction  without  approval  from  the  Board  of  Examiners 

-28- 


-  2  - 


RESPONSE 

The  A/E  Division  concurs  with  the  request  but  feels  the  concurrence  of 
the  Board  of  Examiners  should  be  obtained. 


SBAS  ACCOUNTING 
Project  Accounting 


RECOMMENDATION 


We  recommend  that  the  Department  of  Administration  incorporate  project  accounting 

into  SBAS. 

RESPONSE 

The  A/E  Division,  with  the  cooperation  of  Management  Systems,  Budget  Office, 
Accounting  Division  and  the  Director  of  the  Department  of  Administration, 
has  implemented  project  accounting  into  SBAS. 

As  of  July  1,  1977,  all  construction  appropriations  and  accounting  entities 
are  now  listed  under  a  new  agency  number  of  6107,  Long  Range  Building  Plan. 
All  appropriations  are  programmed  to  the  first  level  by  (1)  departments  or 
agencies,  (2)  University  System,  and  (3)  Institutions,  with  second  level 
programming  to  each  individual  agency,  university,  or  institution.   The 
next  three  levels  are  being  used  for  specific  projects  according* to  location. 

Project  accounting  will  be  further  developed  through  appropriation  allocation 
when  contracts  are  awarded  as  new  expenditure  codes  were  created  to  cover 
specific  types  of  construction  contracts. 

There  will  be  a  phasing-out  period  on  projects  that  are  near  completion,  but 
all  new  projects  are  being  incorporated  into  SBAS. 


Cash  Balances 


RECOMMENDATION 

We  recommend  that  the  Architecture  and  Engineering  Division  work  with  the 
Management  Systems  Division  to  incorporate  into  SBAS  subsidiary  cash  balance 
ledgers  for  Construction  Grant  and  Construction  Advance  accounts. 

RESPONSE 


SBAS  subsidiary  cash  balance  ledgers  were  established  for  Construction  Grant 
and  Construction  Advance  accounts  on  June  15,  1977. 
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{*  RECOMMENDATION 


The  Architecture  and  Engineering  Division  seek  compliance  with  Management  Memo 
70-10,  which  provides  that  agencies  maintain  positive  cash  balances  in  their 
cash  advance  accoimts. 

RESPONSE 


Compliance  with  Management  Memo  70-10  has  not  always  been  maintained  in  the 
past  due  to  the  lack  of  agency  understanding  of  how  the  construction  revolv- 
ing accounts  work.   This  has  been  cleared  up  through  practical  education  and 
application  and  better  cooperation  from  the  various  agencies,  etc.,  involved. 
It  is  also  easier  now  that  all  funds  are  deposited  in  the  State  Treasury. 

There  may  be  times  in  the  future  when  agencies  will  show  a  negative  balance 
because  we  can't  always  anticipate  the  size  of  the  contractor  payments  and 
we  do  not  like  to  delay  their  payments  unnecessarily,  but  it  will  be  for  a 
very  short  period. 

RECOMMENDATION 

We  recommend  that  the  Architecture  and  Engineering  Division  request  that  agencies 
promptly  process  progress  billings  for  federal  f\inds  and  deposit  the  funds  in  the 
^        construction  grant  account  as  soon  as  possible. 

r 

RESPONSE 

K 

>  Agencies  are  aware  that  they  are  to  bill  for  federal  funds  and  deposit  funds 

to  construction  grant  account  as  soon  as  possible  but  it  is  hard  to  put 

pressure  on  them  because  it  doesn't  touch  their  pocketbook,  and  we  can't 

delay  contract  payments.   Also,  when  working  with  the  federal  government, 

it  takes  a  great  deal  of  time  to  find  out  exactly  what  procedures  to  follow 

and  how  to  follow  them  as  most  of  our  federally  funded  projects  are  a  "one 

shot"  time.   Lastly,  there  is  a  long  waiting  period  before  the  reimbursement 

is  received. 

Failure  to  Accrue  Expenditures 

RECOMMENDATION 

We  recommend  that  the  Architecture  and  Engineering  Division  properly  accrue  all 
expenditures  at  year-end  in  compliance  with  the  Montana  Administrative  Manual. 

RESPONSE 

It  would  be  an  almost  impossible  task  for  the  small  staff  handling  the  con- 
struction progress  payments  and  bills  to  accrue,  with  any  degree  of  accuracy, 
all  expenditure  due  and  payable  at  year-end  because  of  the  vast  nximber  of 
contracts  in  various  stages  of  completion  throughout  the  state. 

-30- 


4   - 


HKSPONSK  (cont.) 

All  progress  payments  and  bills  received  in  this  office  on  or  before  fiscal 
year-end  and  have  been  approved  by  the  architect  or  engineer,  and/or  by  our 
reviewing  staff  members,  are  being  processed  for  fiscal  year-end  at  the 

present  time. 

Because  of  the  nature  of  services  performed,  it  doesn't  necessarily  mean 
that  the  amount  shown  on  the  estimate  received  is  accurate  nor  does  it  mean 
it  is  due  and  payeible  at  that  time. 

Construction  projects  are  continuing  appropriations  and  for  a  specific  purpose 
only,  and  it  is  not  felt  they  are  within  the  intent  of  year-end  appropriation 
accurals.   Therefore,  it  is  felt  that  the  time  involved  in  trying  to  arrive 
at  an  approximate  amount  would  not  be  warranted  or  meaningful. 


Double  Reporting  of  Appropriations 


RECO.MMr';NDATION 


Wcj  recorronend  that  the  Architecture  and  Engineering  Division  work  with  the  Office 
of  Budget  and  Program  Planning  in  recording  building  program  appropriations  so 
that  reporting  error's  are  prevented. 

RESPONSE 

This  office  will  continue  to  work  with  the  Office  of  Budget  and  Program 
Planning  so  that  appropriations  are  correctly  implemented  into  SEAS. 

Construction  Approved  Through  Purchase  Order 

Ki^COMX!■:NDATION 

Wu  rocorrjncnd  that  the  Department  of  Adir.LnistratioTi  ensure  that  construction  in 
cxcosl;  of  $10,000  is  approved  by  the  Board  of  Examiners  in  compliance  with 
Section  82-3317,  R.C.M.  1947. 

KP.SPGNSE 

The  operational  procedures  of  the  A/E  Division  presently  require  that  an 
estimate  of  project  cost  be  prepared  and  submitted  with  each  project 
adn^.inistered  by  the  Division.   The  Division  will  require  that  all  projects, 
involving  construction,  repair,  or  alteration  and  costing  $10,000  or  more, 
bo  advertised,  bid  and  awarded  under  the  supervision  and  with  the  approval 
of  the  Board  of  Examiners.   However,  equipping  and  furnishing  of  a  building 
during  construction  will  continue  to  be  bid  through  Purchasing  Division  as 
nas  been  done  in  the  past.   To  do  otherwise  would  provide  needless  duplica- 
tion in  the  State's  bidding  procedures. 
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RESPONSE  (cont.) 

Purchasing  Division  is  the  only  contracting  agency  presently  in  State  govern- 
ment that  has  the  staffing,  procedures,  training  and  contacts  to  properly  bid 
and  award  equipment  and  furnishings  contracts. 

The  Department  of  Administration  will  review  sections  82-3315  through  82-3321 
and  will  request  legislation  to  clarify  the  procedure  for  acquiring  equipment 
and  furnishings  within  the  definition  of  "construction." 


MSU  Projects  Under  $10,000 


RECOMMENDATION 


We  recommend  that  Montana  State  University  comply  with  provisions  of  Section 
82-3317,  R.C.M.  1947,  in  arranging  for  construction  projects. 

RESPONSE 

We  concur  that  Montana  State  University  comply  with  provisions  of  Section 
82-3317,  R.C.M.  1947,  in  arranging  for  construction  projects.   The  Depart- 
ment of  Administration  does  agree  with  Montana  State  University  that  $10,000 
limit  is  too  low  and  will  cooperate  with  the  University  System  in  requesting 
legislation  raising  the  limit  to  $25,000.   Raising  the  limit  will  be  con- 
sistant  with  the  intent  of  House  Bill  488  passed  by  the  45th  Legislature. 


Contractor  Deposit 


RECOMMENDATION 

We  recommend  that  the  Architecture  and  Engineering  Division  periodically  compare 
their  deposit  balance  record  to  the  Treasurer's  notice  of  deposits  to  determine 
the  mathematical  accuracy  of  their  records,  and  obtain  a  notice  of  deposit  from 
the  Treasueer  prior  to  adjust  the  balance  of  a  contractor's  retainage. 

RESPONSE 

These  recommendations  are  being  done  each  time  a  payment  is  made. 
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©fftce  of  (!LI]e  ©oUernor 


THOMAS  L.  JUDGE 

GOVERNOR 


August  29,  1977 


Mr.  Morris  L.  Brusett  ,'  '  •-'  »  i--  ■■ 

Legislative  Auditor 

State  of  Montana  •  .  ■ '.  .7 

Capitol  Building 

Helena,  Montana  59601 

Dear  Mr.  Brusett: 

In  response  to  your  request,  I  submit  the  following  ocmraents  on 
the  recoimiendations  concerning  the  Board  of  Examiner's  procedures  pre- 
sented in  your  report  on  the  audit  of  the  Architecture  and  Engineering 
Division  of  the  Department  of  Administration. 

Prior  to  irtplementation  of  revised  procedures  recarmended  by  the 
Department  of  Administration,  there  were  extensive  delays  in  coipleting 
the  award  of  contracts.  It  appears  there  is  a  possibility  the  Board 
coiald  adequately  set  forth  the  conditions  under  vrfiich  a  contract  coiild 
be  executed  by  a  designee.  By  requiring  authorization  for  each  contract, 
the  authority  to  execute  construction  contracts  could  be  delegated  without 
seriously  diminishing  the  control  exercised  by  the  Board. 

I  concur  with  the  reoomiendation  that  Legislation  be  proposed  to 
allow  the  Department  of  Administration  to  solicit  bids  for  construction 
without  approval  from  the  Board  of  Examiners.  It  appears  this  change  in 
procedure  woiold  have  little  or  no  effect  on  involvement  of  the  Board  in 
awarding  construction  contracts. 

Sincerely , 

■mOMAS  L.   JUDGE 
Governor 


^ 

H^^^ 


OtCVClEDPAPtH 


STATE 

OF 

MONTANA 

ATTORNEY  GENERAL 

MIKE  GREELY 

STATE  CAPITOL,  HELENA,  MONTANA  59601  TELEPHONE  (406)  449-2026 

23  August  1977 


Morris  L.  Brusett  .     ^ 

Legislative  Auditor  ■  -  ■'  '  '--  -•"  - •'■^ 

State  of  Montana 
Capitol  Building 
Helena,  Montana   59601 

Good  Morning  Mr.  Brusett: 

Pursuant  to  your  request  for  my  comments  concerning  your 
proposed  report  on  the  audit  of  the  Architecture  and 
Engineering  Division  of  the  Department  of  Administration 
please  be  advised,  with  regard  to  the  recommendations 
concerning  the  Board  of  Examiners,  of  the  following: 

I  disagree  with  your  proposed  recommendation  that  the  Board 
of  Examiners  delegate  to  the  director  of  the  Department  of 
Administration,  or  his  designee,  the  authority  to  execute 
construction  contracts  once  the  contract  awards  have  been 
approved  by  the  Board. 

Your  recommendation  is  based  on  the  mistaken  assumption  that 
contracts  are  signed  by  the  Board  while  meeting  En  Banc 
necessitating  a  two  month  delay.  In  fact  the  contracts  are 
circulated  for  signature  by  individual  board  members  after 
approval  En  Banc  and  preparation  for  signature. 

If  delegation  of  this  authority  were  necessary  due  to  delay 
in  contract  execution  it  would  be  more  appropriate  to 
delegate  authority  to  the  Executive  Secretary  of  the  Board. 

Likewise,  I  disagree  with  your  recommendation  regarding 
amendment  of  Sections  82-3317,  R.C.M.  1947,  to  allow 
solicitation  of  bids  by  the  Department  of  Administration 
without  approval  from  the  Board  of  Examiners. 

This  approval  is  required  only  in  contracts  in  excess  of 
$10,000.  The  Board  has  already  delegated  authority  to 
tentatively  approve  and  set  dates  for  bid  opening  to  the 
Executive  Secretary  on  behalf  of  the  Board.  This  has 
eliminated  unnecessary  delay  while  keeping  the  Board 
involved  in  the  process  from  the  beginning. 


-34- 


Morris  L.  Brusett 
23  August  1977 
Page  Two 


I  disagree  with  both  of  your  recommendations  regarding  the 
Board  of  Examiners  since  I  believe  they  undermine  the  basic 
public  policy  which  underlies  the  existence  and  function  of 
the  Board.  It  is  intended  as  an  oversight  panel  responsible 
for  the  expenditure  of  state  funds  and  procedural  integrity 
in  certain  legislatively  designated  areas. 

The  Board  must  be  fully  informed  and  independent  to 
adequately  fulfill  its  responsibilities. 


Very  truly 


^ 


GREELY 
Attorney  General 


cc:  The  Honorable  Thomas  L.  Judge 
The  Honorable  Frank  Murray 
Jack  Grosser 
Bill  McEnaney 
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GOVERNOR  THOMAS  L.  JUDGE 
PRISIDKNT. 


ATTORNrr  OKNUtAL  MIKK  OMCEkY 


SECRETARY  OF  STATE  FRANK  MURRAY 
SKCRITARV 


STATE  OF  MO^^TAXA 


o 
U 


M.  WM.    McENANEY,  EXECUTIVE 


T.VE  CLERK  /,  // 


HELENA,   MONTANA 


MEMORANDUM: 

TO:  State  Board  of  Examiners 

FROM:  M.  Wm.  McBianey,  Executive  Secretary 

RE:  Legislative  Auditor's  final  draft  report  on  the 

Architectxxre  and  Engineering  Division  . 


aud 


of  the 


I  have  recently  been  provided  with  a  copy  of  the  above  referenced  report,  a 
copy  of  which  has  been  directed  to  each  of  the  Board  Members,  and  wish  to 
conment  on  the  contents  and  recommeixiations  suggested  by  the  Legislative 
Auditor's  staff. 

In  reviewing  the  preliminary  report  with  the  auditor's  staff,  I  pointed  out 
several  discrepancies  in  the  report,  which  apparently  have  not  been  corrected, 
and  which  should  be  considered  before  you  subioit  your  reply  to  the  report. 

The  last  paragraph  on  page  6  and  the  continuing  paragraph  on  page  7  of  the 
report  refer  to  the  requirement  of  the  Board  of  Examiners  awarding  contracts 
and  signing  the  contract  documents,  and  states  that  up  to  two  months  delay 
can  occur  because  contracts  must  wait  until  the  next  meeting  to  be  signed 
after  once  having  been  awarded  by  the  Board.  As  you  know,  it  has  been  Board 
policy  for  at  least  the  past  year  to  have  the  contract  documents  circulated 
to  the  Board  menbers  for  their  signature  rather  than  wait  until  the  next 
meeting.  This  was  pointed  out  to  the  Auditor's  staff  in  our  interview,  but 
the  report  was  not  corrected. 

The  recommendation  in  this  regard,  as  indicated  on  the  bottom  of  page  8  of 
the  report,  is  that  the  Board  of  Examiners  should  delegate  the  director  of 
the  Department  of  Administration,  or  his  designee,  the  authority  to  execute 
construction  contracts  once  they  have  been  awsirded  by  the  Board.  As  an 
alternate  suggestion  I  recommeiried  that  the  Board  designate  its  Executive 
Seceirtary  to  approve  contracts  on  behalf  of  the  Board,  if  indeed  the  Board 
should  wish  to  alter  the  present  process  of  signing  documents  in  the  first 
instance. 

Also  on  Page  7  of  the  report,  in  the  third  paragraph  on  that  page,  it  states 

that  Section  82-3317  requires  Board  approval  to  the  Dept.  of  Administration 

request  for  advertising  and  setting  bid  opening  dates,  and  the  statement  that 

Board  involvement  in  this  process  appears  to  be  unnecessary.  I  feel,  and  I 

so  advised  the  Auditor's  staff,  that  the  statutes  of  Montana  require  the  Board 

of  Examiners  to  approve  the  award  of  contracts  on  construction  projects  greater 

than  $10,000,  and  in  order  for  the  Board  to  b«  Infomed  in  all  natters  relating 
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to  the  construction  of  buildings,  the  Board  should  be  involved  in  the  entire 
process  from  the  beginning  to  the  final  award  of  contract.  The  present  process 
for  approving  advertising  and  setting  bid  opening  dates  appears  to  be  entirely 
satisfactory,  and  does  not  result  in  any  undue  delay  in  the  construction  process. 
A  few  years  back,  the  Board  of  Examiners  changed  the  procedure  for  advertising 
for  bids,  and  authorized  its  Executive  Secretary  to  approve  and  set  dates  for 
the  advertising  and  bid  opening  on  behalf  of  the  Board,  which  eliminated  the 
delay  in  getting  the  projects  to  bidding  stage.  The  actions  of  the  Executive 
Secretary  were  ultimately  approved  by  the  Board  at  their  next  meeting,  however, 
the  proced\ire  did  eliminate  the  delays  caused  under  the  previous  system  where 
the  advertising  and  bid  opening  dates  were  set  by  the  Board  at  their  meetings. 

The  Executive  Secretary  of  the  Board  does,  as  directed  by  the  Board,  set  the 
dates  and  presides  at  the  bid  openings,  and  reports  to  the  Board  Members  the 
resxilts  of  the  bids  so  that  the  board  may  be  better  informed  in  awarding  the 
contracts  to  the  low  bidders  in  accordance  with  the  statutes.  I  believe  this 
process  should  be  continued  and  that  the  recommendation  of  the  Legislative  Axiditor 
on  page  9  of  his  report  should  not  be  followed.  If  the  statutes  are  amended 
as  recommended,  I  feel  the  Board,  through  its  Executive  Secretary,  would  not 
be  fully  informed  of  the  resxilts  of  the  bidding  and  could  not  properly  award 
contracts  for  construction  of  buildings  without  being  involved  in  the  bidding 
processes  from  the  beginning. 

As  stated  above,  the  present  process  does  not  result  in  any  undue  delay  in  the 
bidding  procedures,  as  the  projects  must  be  advertized,  and  approval  hy  the 
Board's  Secretary  is  immediate  under  the  present  system,  and  the  Board  is 
better  advised  in  the  entire  bidding  and  contract  award  processes. 

Respectfully, 

M.  Wm.  McEnaney    /I 
Executive  Secretary 
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BUSINESS  OFFICE 


MONTANA  STATE  UNIVERSITY.  BOZEMAN  59715 


August  23,  1977 

Ellen  J.  Feaver  ,„      ,  , .. 

Deputy  Legislative  Auditor  '  **  -^^'  "■■'^  ..--.f-.a 

Office  of  the  Legislative  Auditor 
Capitol  Building 
Helena,  MT   59601 

Dear  Ellen: 

As  I  indicated  in  our  recent  telephone  conversation,  I  have  discussed 
the  draft  report  section  of  the  A/E  Division  which  pertains  to  Montana 
State  University  with  President  Tietz  and  we  have  no  objections  to  the 
draft. 

I  would  like  to  point  out  however,  that  the  major  delay  was  not  Board 
of  Examiners  control,  it  was  the  requirement  that  outside  architects/ 
engineers  be  engaged.  Since  this  engagement  involves  a  rather  long 
period  requiring  interviews  much  time  is  consumed.  This  may  be  moot 
point  now  since  the  last  Legislature  did  modify  the  statutes  so  that 
outside  architects  are  not  required  unless  a  project  exceeds  $25,000. 

We  appreciate  the  opportunity  to  review  the  draft  of  the  report  and  I 
apologize  for  the  lateness  in  this  response  confirming  our  telephone 
conversation. 


Sincerely, 


losnas  E.   Nopper,  Acting  V. 
for  Administration 


TEN:rn 

cc:     President  Tietz 


TELEPHONE  (406)994  2701  -38- 


